ABSTRACT: According to the recent literature, we are experiencing a managed care "revolution," and managed competition is increasingly being embraced by private-and public-sector policymakers. Using two large employer health insurance surveys, this paper presents new estimates that both confirm and add to our understanding of changes taking place in employment-based health plans. The dramatic shifts in enrollment from indemnity to managed care largely reflect employers' choices about the types of plans to offer. Employees are limited in the number and types of plans from which they can choose. When choice is available, it is generally not governed by managed competition principles.
T w o i m p or t ant t he m es in employment-based health insurance over the past two decades are managed care and managed competition. The pace of managed care market penetration has accelerated so much that in the past few years it often has been termed a "revolution." 1 The influence of Alain Enthoven's ideas about how managed competition could foster improved efficiency and quality also has grown briskly. First applied in corporate settings, these ideas later became the basis for the Clinton administration's health reform proposal. 2 Moreover, managed care and managed competition are interrelated because growth in managed care plans may facilitate the adoption of managed competition principles by employers, while the practice of managed competition creates opportunities for managed care plans to start up or expand.
n Recent evidence on managed care. After a gradual change through most of the 1980s, the past decade has witnessed a rapid shift from traditional indemnity plans to health maintenance organizations (HMOs) and other network plans, for large and small businesses alike. 3 The proportion of employees in large firms who were enrolled in managed care plans grew from 5 percent in 1984 to 50 percent by 1993. 4 Also, conventional-plan enrollments fell among small firms (fewer than fifty workers) from 78 percent in 1993 to 31 percent in 1995. An especially notable trend was employers' shifting from offering one indemnity plan to offering one managed care plan. 5 By 1998 only 14 percent of employees in large firms (more than 200 employees) were enrolled in conventional plans. 6 Growth in health care costs also slowed considerably between the late 1980s and the mid-1990s. 7 Many believe that growth in HMO enrollment played an important role in this cost trend. However, the evidence on the degree to which HMOs contain employers' costs is mixed. Some studies have found that employers offering HMOs have lower premiums, whereas others have found that HMO premiums are not consistently lower than other premiums and that such employers face higher overall premium costs. 8 Similarly, some studies suggest that growth in market share for HMOs produces spillover benefits in the form of lower costs throughout the health care system, whereas other results cast some doubt that HMO growth induces competitive responses throughout the market. 9 Many have observed that a backlash against managed care is developing as employees are moved from the freedom to choose their physicians under traditional indemnity plans to the restricted choice permitted under HMOs. 10 Perhaps as a result, newer managed care models such as preferred provider organizations (PPOs) and point-of-service (POS) plans have seen the greatest share of recent managed care growth.
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n Recent evidence on managed competition. The theory of managed competition is to contain health care costs by stimulating price and quality competition among plans. To achieve these objectives, employers must contract with several competing managed care plans and provide workers with financial incentives to choose the lowest-price plan and with comparative information about plans' price and quality. 12 There is limited, mixed evidence about the success of managed competition based on several natural experiments in private and public employment settings. The studies consistently find that employees who are offered a multiple choice of plans prefer the lowerprice plans when they must pay out of pocket for the full price difference among plans. 13 However, adverse selection was significant in a number of these groups-sufficient to drive some plans out of the market. 14 In contrast, experience is mixed with respect to cost savings. Some studies show savings, although mostly of a one-time nature followed by long-run growth rates matching those experienced by similar employers. 15 In another study, even when cost-conscious plan choices by employees were induced, no effect on costs relative to the market was observed. 16 Advocates for managed competition claim that this strategy has not been adequately tested, because in most multiple-choice situations, employers have not put in place incentives to reward costconscious shopping. 17 According to a 1995 survey, only 12 percent of businesses with 200 or more workers that offered a choice of health plans gave their employees a level-dollar contribution rule, as prescribed under managed competition. On an employee basis, onequarter to one-third of those offered a choice of plans were presented with this incentive. 18 However, where managed competition "In most multiple-choice situations, employers have not put in place incentives to reward cost-conscious plan shopping."
incentives were used, annual premium growth was lower. 19 Some observers argue that adverse selection is the fatal flaw in managed competition and the reason why many multiple-choice arrangements have failed to contain costs. 20 In multiple-choice situations, it is argued, plans compete to attract the healthiest members rather than seeking ways to provide care more efficiently. Instead, critics argue, employers could contain costs by offering HMO networks as employees' sole choice. 21 Some employers may be unwilling to limit choice to HMO networks only, because employees' satisfaction with their health care plan-including their managed care plan-is greater when they have a greater choice of plans. 22 A number of employers try to manage adverse selection while preserving choice by contracting with one insurance carrier but offering a choice of products from that carrier. 23 However, this does not stimulate competition among health plans as a way of disciplining costs.
Nearly all of the literature on national estimates of the shift toward managed care and the prevalence of managed competition has been based on a single series of employer health insurance surveys, first conducted by the Health Insurance Association of America (HIAA) and then continued by KPMG Peat Marwick. 24 This paper complements and extends this literature by presenting new estimates based on two large national surveys of employers, providing data for 1993 and 1997. We examine recent trends in employers' decisions about the design of their health insurance programs, the role of managed care in them, and their adoption of managed competition principles. We also look at the relationship between various employer health benefit models and cost.
Study Data And Methods
We compare estimates for 1993 from the National Employer Health Insurance Survey (NEHIS) and estimates for 1997 from the 1997 Robert Wood Johnson Foundation (RWJF) Employer Health Insurance Survey. The two surveys were comparable in sample and measurement design, administration, and processing.
n Sample design. The sampling frame for both surveys was the Dun's Market Identifiers national census of employment establishments. The nationwide NEHIS sample was stratified by state and within state by firm and establishment size. 25 The RWJF drew a sample of establishments in the continental United States, stratified by geographic area and size of the establishment. It oversampled businesses in the sixty communities followed by the Community Tracking Study and in twelve states with significant small-group rating reforms. 26 The NEHIS completed interviews with 34,604 private employers with one or more employees, for a response rate of 71 percent. The RWJF survey interviewed 21,545 employers and achieved a 60 percent response rate.
Sampled establishments in each study were weighted to account for different sampling probabilities and for nonresponse. The weighted samples represent all private employment establishments that have at least one employee. 27 For our comparisons, we have adjusted the weights for the NEHIS sample so that the distribution of establishments categorized by their size and the size of the larger firm-for establishments that are part of a multi-establishment firm-is the same in both the NEHIS and the RWJF samples. 28 We also restricted our analysis of the NEHIS sample to establishments in the continental United States because this was the population covered in the 1997 RWJF survey. Although the establishment is the unit of observation for most analyses in this paper, we also used sampling weights to makes estimates for employees enrolled in their employer-sponsored health plan.
n Survey administration. The surveys used similar questions and definitions. Both collected information from employers using computer-assisted telephone interviews. Both interviews were conducted with the person or persons in each establishment most knowledgeable about health benefits and the characteristics of the firm and its workers. The NEHIS survey was administered during 1994 and asked respondents to report characteristics of coverage as of the end of 1993. The RWJF survey was administered during 1997, and employers were asked about coverage as of the date of the interview. The databases were subjected to similar algorithms to edit data for consistency and to impute missing data. 29 n Measurement. We measured the change between the two surveys in the market shares for different types of health plans, the number of employers offering a choice of plans and the mix of plans offered, and the costs for different design choices. 30 Health insurance plans were classified as HMOs, POS plans, PPOs, or conventional indemnity plans based on the respondent's self-assessment of the plan type, aided by complete definitions as needed. 31 Employers were classified as "offering a choice of plans" if they offered two or more plans, whether of the same or different types and whether through the same or different carriers. In the 1997 survey we asked whether the various plans were all from the same or different insurance carriers, and we report how many employers in 1997 offered a choice of carriers as well as a choice of plans.
We measured the current level of costs by the premium for single coverage. In both surveys premiums for single and family coverage were reported for each insurance plan. 32 We computed an average single premium for the establishment by weighting the premium for the separate plans by the number of enrollees. In our analysis we report the 1997 single premium as well as the change in this premium between 1993 and 1997. In addition, we compare the change in total health plan costs per enrollee between 1996 and 1997 reported by businesses included in the 1997 RWJF sample.
We explore the extent to which employers use managed competition's prescribed financial incentives and provide comparative data on the quality of plans offered in 1997. Employers in the 1997 survey who offered more than one plan were asked to describe how they set their premium contributions for single coverage. Large employers (500 or more employees) offering a choice of plans also were asked about the kinds of information they provided employees to assist them in making plan choices. We report the number of employers who indicated that they provided comparative quality information, including enrollee satisfaction ratings or plan performance measures such as Health Plan Employer Data and Information Set (HEDIS) measures.
Although the sample unit and the primary analysis unit is the establishment-the physical location of business-for many analyses we categorize establishments according to the size of the firm, which includes employees at all locations nationwide. We do this because insurance decisions typically are made at a regional or national level for firms with several establishments.
Results
n Enrollment shifts. The dramatic shift to managed care apparent in our 1993-1997 study period accords with findings in the literature from the KPMG employer surveys. Enrollment of employees in traditional indemnity plans fell by 60 percent during this time-from 46 percent to 18 percent (Exhibit 1). This substantial shift occurred among businesses of all sizes. Overall, enrollment gains among the three types of managed care plans were of similar magnitude. However, in firms with fewer than fifty employees, almost 60 percent of the shift from conventional plans was to HMOs. In contrast, in the largest firms the shifts were to POS and PPO plans.
n Consumer choice. Only a minority (one-fifth) of employers offered a choice of plans in 1997 (Exhibit 2). Choice varied greatly with the size of the firm, however. Fewer than 10 percent of establishments of firms with fewer than fifty employees offered a choice
"Enrollment of employees in traditional indemnity plans fell by 60 percent during 1993-1997, among businesses of all sizes."
in 1997, whereas about 35 percent of establishments of the largest firms did so. Consequently, the proportion of enrollees who were offered a choice of plans was larger than the proportion of employers that provided a choice. Nonetheless, in 1997 only 43 percent of health plan enrollees worked for an employer that offered a choice of plans. In addition, only about half of those who were offered a choice of plans could choose among products of various carriers. Eight percent of employers offered a choice of products from various carriers, while 9 percent offered a choice of products from a single carrier. Among enrollees, 23 percent had a choice of products from various carriers, while 20 percent were offered a choice of products from a single carrier.
Despite interest in managed competition's potential, consumer choice is not increasing. In fact, our results suggest a decrease between 1993 and 1997 in the number of large establishments that offered a choice (Exhibit 2). 33 The number of health plan enrollees offered a choice, however, did not decline by a statistically significant amount. A trend toward fewer choices among larger employers is also evidenced by a consistent decrease in the numbers of employers and enrollees with five or more plan choices. However, this estimate is imprecise and not statistically significant.
n Types of plans offered. Because consumer choice is limited, the enrollment shift to managed care largely reflects changes in the types of plans employers are offering. About half of all businesses offered only indemnity plans in 1993, but this fell to only 19 percent by 1997 (Exhibit 3). In contrast, the percentage of employers offering only HMOs more than doubled, and the percentage offering only one type of managed care product nearly doubled. Although similar changes are seen among firms of all sizes, larger employers are more likely than smaller firms are to offer both a managed care product and an indemnity product.
Only 27 percent of health plan enrollees had the opportunity to enroll in a traditional indemnity plan (as the only choice or in combination with a managed care product) in 1997, compared with 59 percent in 1993, and more than half were offered only one type of managed care plan in 1997.
n Impact of cost. Cost and employers' decisions about the type of health plan to offer may be related. Single premiums for employers offering an HMO alone or an HMO and another managed care plan were about 6-10 percent lower ($160-$164 versus $175-$178) than were premiums for other employers in 1997 (Exhibit 4). Similarly, the increase in total premiums between 1996 and 1997 reported by employers offering HMOs alone or in combination with another managed care plan was lower than for other employers. The same pattern of slower growth in premiums for employers offering HMOs is seen in comparing average single premiums reported in the 1993 and 1997 surveys by the type of plans offered, but the differences in premium changes among employers offering various types of plans are not statistically significant. The lower HMO premiums and their slower growth may have been factors leading employers to shift to these plans from the indemnity plans they previously offered.
On the other hand, cost and offering a choice of plans do not appear to be related. 34 Premiums for single coverage do not differ between employers offering a choice of plans or of carrier and those that do not (Exhibit 4). The change in costs between 1996 and 1997 also did not differ significantly between employers offering a choice of plans or carriers and those that did not.
n Spread of managed competition. The spread of managed competition practices among firms that offer a choice of plans remains limited. In 1997, 28 percent of establishments offering a choice contributed a fixed-dollar amount for single coverage to all health insurance plans, thereby requiring their employees to pay the full price difference between more and less costly plans out of pocket (Exhibit 5). Another third paid a fixed percentage of the single premium for all plans, thereby requiring employees to pay a part of the difference in cost between plans and the employer to pay the cent of employers offering multiple plans that subsidized the difference (in whole or in part) in premiums in 1996 switched to an equal-dollar contribution policy in 1997. Employers' contribution policies affect employees' behavior, however. A larger fraction of employees chose the lowest-price plan in 1997 when they had to pay the full difference in costs out of pocket than when the cost was fully subsidized (Exhibit 5). On the other hand, we did not find that the average premium was lower for employers offering strong financial incentives to employees to shop for lower-price plans than it was for other employers.
n Provision of information on quality. Few employers provide information to employees to help them compare plans on the basis of quality and other indicators of plan performance. Among establishments of large firms offering a choice of plans, only 22 percent provided information beyond basic plan descriptions in 1997 (not shown). Information on quality, such as results of satisfactio n surveys or HEDIS measures, was provided somewhat more often by employers who offered a choice of various types of plans than by those who offered plans of one type (26 percent versus 14 percent).
Managed Care Without Managed Competition?
Even over the brief four-year period we studied, it is not an overstatement to claim that we are in the midst of a managed care revolution. The dramatic shifts in enrollment from traditional indemnity plans to managed care plans largely reflect employers' choices about the types of plans to offer rather than voluntary choices among multiple options by employees. These changes may have been driven by cost. Costs and cost changes were lower for employers offering HMOs than for those offering other types of plans in 1997 and may have been a factor inducing employers to shift to HMO plans.
There is some evidence from recent KPMG surveys that HMOs lost market share between 1995 and 1998 among employees in firms with 200 or more employees. 36 This may reflect the anti-managed care backlash and consumers' concerns about access and quality in HMOs. Whether the consumer backlash will lead smaller employers to change their plan offerings and whether the HMO retrenchment will continue if premiums begin to rise more rapidly warrant future monitoring. E v en i n w or kpl a ces where choice is provided, managed competition principles have not been widely adopted. About half of employers offering a choice of plans in 1997 limited the options to a single insurance carrier's portfolio. This choice may encourage consumers to shop around, but it will not stimulate competition among suppliers. Few employers provide strong financial incentives for consumers to choose a low-price plan. In cases where this approach has been taken, we see the expected shift toward the lowest-cost plan, but it is not accompanied by lower costs or slower growth in costs. In sum, these latest trends represent far more change in the form of employment-based insurance than in opportunities for consumers to exercise real choices or for competition to stimulate cost control.
